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PARIS ALSO FOR USOECD 
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E.O.: 11652: N/A 

TAGS: EEC, ECON, ECIN, EIND, EFIN, ETRD, ENRG 
SUB J : EUROPEAN COUNCIL, APRIL 7-8, 1978: EC COMMISSION 
MEMORANDUM ON ECONOMIC AND MONETARY SITUATION 

FOLLOWING IS THE TEXT OF AN APRIL 3 MEMORANDUM SUBMITTED BY 
EC COMMISSION PRESIDENT JENKINS TO THE APRIL 7-8 EUROPEAN 
COUNCIL, OUTLINING THE COMMISSION'S VIEWS ON ACTIONS REQUIRED 
IN THE ECONOMIC AND MONETARY SECTORS. 

BEGIN TEXT: THE FOUR MONTHS BEGINNING WITH THE COPENHAGEN 
EUROPEAN COUNCIL PRESENT THE COMMUNITY WITH AN UNUSUAL COM- 
BINATION OF TEST AND OPPORTUNITY. 
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WE HAVE TWO EUROPEAN COUNCILS FALLING UNUSUALLY CLOSE TO- 
GETHER. THE SECOND ONE WILL BE FOLLOWED ALMOST IMMEDIATELY BY 
A WESTERN ECONOMIC SUMMIT. THE AUTHORITY OF THIS EUROPEAN 
COUNCIL SHOULD BE USED TO SET THE COMMUNITY INSTITUTIONS - 
RELEVANT COUNCILS AND THE COMMISSION - TO WORK WITH A NEW 
INTENSITY OF PRACTICAL PURPOSE TO PREPARE FIRM AND DETAILED 
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PROPOSALS FOR ENDORSEMENT AT THE BREMEN EUROPEAN COUNCIL. IF 
THIS IS DONE WE CAN PRESENT A COMMON AND POWERFUL FRONT AT 
THE WESTERN ECONOMIC SUMMIT. WE CAN HELP TO STEER IT TOWARDS 
A CONSTRUCTIVE OUTCOME. AT LEAST WE WILL HAVE OUR OWN PRO- 
GRAMME OF ACTION. BUT IF IT IS NOT DONE WE HAVE A FLABBY OUT- 
COME OF THE SUMMIT. WHICH WOULD PROVOKE A CONFIDENCE- WEAKENING 
CYNICISM. AND IN A BAD WORLD CLIMATE WE WOULD BE WITHOUT A 
CLEAR SENSE OF OUR OWN DIRECTION. 

WE SHOULD BASE OUR ACTION ON THE FOLLOWING PREMISES: 

(1) OUR AVERAGE GROWTH RATE REMAINS SLUGGISH. WE ARE WELL SHORT 
OF OUR TARGET FOR THIS YEAR, AND BEHIND THE OTHER MAIN INDUSTRIAL 
UNITS IN THE WORLD. ON ANYTHING CLOSE TO OUR PRESENT PERFORMANCE 
THERE IS NO PROSPECT OF MAKING AN IMPACT ON UNEMPLOYMENT, WHICH 
IS A MAJOR ISSUE FOR ALL OUR MEMBER STATES, AND WHICH, OTHER 
THINGS BEING EQUAL, WILL BE EXACERBATED BY DEMOGRAPHIC DE- 
VELOPMENTS OVER THE NEXT FIVE YEARS. SUCH SLUGGISHNESS BREEDS 
BUSINESS HESITANCY, TRADE UNION RESENTMENT, AND A BAD CLIMATE 
FOR THE ADAPTATION AND RE-STRUCTURING OF OUR INDUSTRY, WHICH 

IS AT PRESENT PARTICULARLY NECESSARY BECAUSE OF THE DECLINE IN 
COMPETITIVENESS IN SO MANY SECTORS. IT ALSO SLOWS DOWN THE 
FULL INTEGRATION OF THE COMMUNITY MARKET, AND MAY EVEN ENDANGER 
WHAT HAS ALREADY BEEN ACHIEVED. INTRA-COMMUNITY TRADE GREW BY 
ONLY 2 PERCENT IN 1977, COMPARED WITH AN AVERAGE OF 9 PERCENT 
IN THE PREVIOUS DECADE. WE CAN NO LONGER ZLAME THE 1973 SHOCK. 
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IT WAS SEVERE BUT IT HAS BEEN A FACT OF LIFE FOR NEARLY FIVE 
YEARS AND IF WE WERE FUNDAMENTALLY HEALTHY, WE SHOULD BY NOW 
HAVE ABSORBED IT. NOR, WHEN OTHER MAIN COUNTRIES ARE EXPANDING 
FASTER, CAN WE PUT THE MAJOR BLAME HERE ON THE REST OF THE 
WORLD. IN ANY EVENT, AS THE BIGGEST TRADING BLOC, OUR RESPONSI- 
BILITY IS CONSIDERABLE, AND WE MUST OFFER OUR OWN SOLUTIONS. 

THEY CANNOT OF COURSE BE RECKLESS. OUR RECENT INFLATIONARY EX- 
PERIENCES, AND THE CONTINUING THREAT FROM THIS DIRECTION, ARE 
TOO STARK FOR THAT. 

(2) THE INTERNATIONAL MONETARY SYSTEM - OR LACK OF SYSTEM - 
IS IN CHAOS. SINCE 1971 WE HAVE LIVED WITHOUT THE RULES OF 
BRETTON WOODS. THE EXPERIENCE OF THIS PERIOD, COMPARED WITH 
THAT OF THE PRECEDING DECADES, DOES NOT SUGGEST THAT THE ABSENCE 
OF SUCH RULES IS A REWARDING NATIONAL FREEDOM. BUT ONE FEA- 
TURE OF BRETTON WOODS DOES REMAIN, ALTHOUGH NO LONGER IN A SYS- 
TEMATIZED FORM, AND THAT IS THE MONETARY PREDOMINANCE OF THE DOL- 
LAR. THIS IS SOMETHING SEPARATE FROM THE WEIGHT AND IMPORTANCE 

OF THE UNITED STATES ECONOMY. THAT IS NECESSARILY GREAT, AND WILL 
CONTINUE TO BE SO. BUT THE WEIGHT OF THE DOLLAR IS STILL GREATER 
AND MORE PERVASIVE. ITS WEAKNESS HAS INFLUENCES WHICH HAVE LITTLE 
TO DO WITH THE IMPACT OF UNITED STATES TRADE. IT REMAINS THE ONLY 
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EFFECTIVE MEDIUM OF INTERNATIONAL EXCHANGE. IT GREATLY AFFECTS 
OUR INTRACOMMUNITY RELATIONSHIPS AND THE NEXUS OF THE FURO-CUR- 
RENCY MARKET AS WELL AS OUR TRADING POSITION WITH THE REST OF 
THE WORLD. THERE IS A FUNDAMENTAL ASSYMETRY ABOUT THE UNITED 
STATES HAVING WITHDRAWN FROM THE RESPONSIBILITIES OF BRETTON 
WOODS. WHILE DOLLARS, LIKE LEGIONS WITHOUT A CENTRAL COMMAND. 
CONTINUE TO DOMINATE THE CURRENCY TRANSACTIONS OF THE WORLD. 

YET IT IS NOT SUITABLE FOR US MERELY TO COMPLAIN ABOUT SUCH A 
STATE OF AFFAIRS. THAT WILL BREED MORE RECRIMINATION THAN RESULT. 
THE COMMUNITY'S COLLECTIVE WEIGHT IS FAR GREATER THAN ITS MONETARY 
INFLUENCE. WE COULD QUICKLY AND SUBSTANTIALLY REPAIR THIS 
WITHOUT EMBRACING FOR THE PRESENT THE FULL ADVANTAGES OR 
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RIGOURS OF ECONOMIC AND MONETARY UNION BUT WHILE AT THE SAME TIME 
OPENING UP AN IMPORTANT AVENUE TOWARDS IT. FOR EXAMPLE THERE IS 
SURELY SCOPE FOR THE COMMUNITY TO DEVELOP NEW DIMENSIONS TO THE 
USE OF THE EUROPEAN UNIT OF ACCOUNT. IT COULD DO BETTER SERVICE 
AS A POINT OF REFERENCE AND A UNIT OF ACCOUNT FOR CREDIT AND SET- 
TLEMENT IN OUR INTERNAL EXCHANGE RATE RELATIONSHIPS. WE MIGHT LOOK 
AGAIN AT HOW TO COMPLEMENT THE SNAKE SYSTEM OF EXCHANGE RELATIONS 
WITH THOSE OF THE FLOATING EUROPEAN CURRENCIES AND HERE THE EURO- 
PEAN UNIT OF ACCOUNT MIGHT HAVE A USEFUL ROLE TO PLAY. IT MIGHT 
ALSO PLAY A GREATER ROLE IN TRANSACTIONS BETWEEN PUBLIC AUTHORI- 
TIES AND IN PRIVATE OPERATIONS IN EURO-CURRENCY MARKETS. THIS PRO- 
CESS MIGHT PERHAPS BE ADVANCED IF THE COMMUNITY COULD SUCCESSFULLY 
TEST THE USE OF THE EUROPEAN UNIT OF ACCOUNT IN CERTAIN OF ITS 
OWN BORROWING AND LENDING OPERATIONS. 
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(3) THE COMMUNITY FACES ACUTE PROBLEMS IN RELATION TO WHAT IS NOW 
BECOMING KNOWN AS "THE INTERNATIONAL DIVISION OF LABOUR ". ITS 
INTEREST IN THE MAINTENANCE AND DEVELOPMENT OF AN OPEN WORLD TRAD- 
ING SYSTEM IS IMMENSE. IT IS MUCH MORE DEPENDENT UPON EXTERNAL 
TRADE THAN THE UNITED STATES (14 PERCENT OF EUROPEAN GDP, COMPARED 
WITH 8 PERCENT OF US GDP). MOREOVER, WE HAVE A SPECIALLY CLOSE 
INTEREST IN THE THIRD WORLD. THIS IS TRUE ON BOTH THE POLITICAL 
UNCLASSIFIED 
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AND THE TRADING LEVELS. WE HAVE BEEN IN THE LEAD IN THE NORTH/ 

SOUTH DIALOGUE. WE HAVE INVESTED A LOT OF POLITICAL CAPITAL IN 
THIS RELATIONSHIP. THE LOME CONVENTION HAS BEEN ONE OF OUR MAJOR 
SUCCESSES. WE ARE ON THE THRESHOLD OF ITS RE-NEGOTIATION. AND OUR 
TRADE IS PROPORTIONATELY MUCH MORE WITH THE DEVELOPING COUNTRIES 
THAN IS THAT OF EITHER THE UNITED STATES OR JAPAN. IT IS FROM THE 
THIRD WORLD, TOGETHER WITH THE NON-COMMUNITY COUNTRIES OF EUROPE 
THAT OUR SURPLUS COME, AND, WHICH PUT US IN APPROXIMATE BALANCE, 

IN SPITE OF OUR MASSIVE DEFICITS WITH THE OTHER TWO GREAT INDUS- 
TRIALISED COUNTRIES, AND WITH OPEC. YET WE ARE COMPETITIVELY VERY 
VULNERABLE, NOT ONLY TO JAPAN AND TO OTHER FAR EASTERN COUNTRIES 
WHICH HAVE DEVELOPED IN ITS WAKE, BUT ALSO TO THE 'INDUSTRIALISED 
POCKETS" IN THE THIRD WORLD PROPER. THE BILATERAL NEGOTIATIONS 
WE HAVE HAD TO CONDUCT TO MAKE POSSIBLE A RENEWAL OF THE MULTI 
FIBRE ARRANGEMENT ARE A STRIKING EXAMPLE, BUT NO MORE THAN AN EXAMPLE 

THE TIGHT-ROPE THAT WE HAVE TO TREAD IS THEREFORE A VERY NARROW ONE, 
AND LIKE ALL TIGHT-ROPES IT CANNOT BE TROD INDEFINITELY. THE IN- 
TERVALS WE HAVE WON FOR A NUMBER OF THREATENED INDUSTRIES MUST BE 
USED WITH SPEED FOR RESTRUCTURING, ALTHOUGH THIS IN ITSELF INVOLVES 
A LOSS OF JOBS. BUT THE ALTERNATIVE IS GROWING AND PERMANENT UN- 
COMPETITIVENESS. WE ARE IN MORE THAN PROPORTIONATE DIFFICULTIES 
IN STAGNANT WORLD TRADING CONDITIONS. YET WE CANNOT EASILY TURN 
INWARDS, FOR THE REASONS GIVEN ABOVE. WE SHOULD THEREFORE AIM 
HARD AT A SUCCESSFUL RESULT TO THE MULTILATERAL TRADE NEGOTIATIONS, 
THE OUTCOME OF WHICH, APART FROM THEIR DIRECT EFFECTS ON TRADING 
RELATIONS IN THE 1980S WILL ALSO HAVE A MORE IMMEDIATE AND "TRIGGER" 
EFFECT UPON DETERMINING WHETHER OR NOT THE WORLD, MORE DELICATELY 
BALANCED IN THIS RESPECT THAN FOR A GENERATION, TURNS PROTECTION 
1ST. WE SHOULD LOOK AFTER OUR OWN AND ALSO AFTER THIRD WORLD IN- 
TERESTS IN GENEVA. WITH OUR OWN INDUSTRIES WE SHOULD BE CONSTANTLY 
SEEKING TO IDENTIFY AND EXPLOIT NEW GROWTH POINTS. WE CANNOT PRE- 
SERVE OUR INDUSTRIES EXACTLY AS THEY ARE, BUT WE SHOULD MAKE IT 
UNCLASSIFIED 
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CLEAR TO OUR THIRD WORLD PARTNERS THAT OUR CONTINUING ABILITY TO 
HELP THEM DEPENDS ON SECURITY AND DIRECTION OF INVESTMENT AND 
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PATTERN OF TRADE WHICH ENHANCES OUR PROSPERITY AS WELL AS THEIRS. 

(4) OUR DEPENDENCE ON OVERSEAS ENERGY, PARTICULARLY PETROLEUM, 
REMAINS DISTURBINGLY HIGH. FOR THE PRESENT IT IS THE MOUNTING EX- 
TERNAL OIL DEMAND OF THE UNITED STATES WHICH ATTRACTS THE MOST 
ATTENTION AND EXERCISES THE MOST UNBALANCING EFFECT UPON WORLD 
TRADING PATTERNS. WE ARE ALSO SUBSTANTIALLY MORE ECONOMICAL IN 
THE USE OF ENERGY THAN IS THE UNITED STATES. BUT WHEN THE MARKET 
BECOMES MORE CONSTRICTED, AS IT IS BOUND TO DO WITHIN THE NEXT 
FEW YEARS, IT IS WE WHO ARE THE MORE DEPENDENT AND THE MORE 
VULNERABLE. ENERGY SAVING, THE DEVELOPMENT OF EXISTING INTERNAL 
SOURCES, AND THE RELENTLESS PURSUIT OF NEW UNCONVENTIONAL SOURCES 
ARE THEREFORE ALL A MAJOR COMMUNITY PRIORITY, ABOUT WHICH FAR TOO 
LITTLE HAS BEEN DONE. THE COUNCIL AGENDA IS LITTERED WITH UNADOPTED 
COMMISSION PROPOSALS. URGENT ACTION IN THESE DIRECTIONS IS NOT ONLY 
DESIRABLE IN THE CONTEXT OF THE ENERGY PROSPECT ITSELF, BUT CAN 
ALSO PROVIDE WORTHWHILE EMPLOYMENT GROWTH POINTS OF THE TYPE MEN- 
TIONED ABOVE. 

(5) OUR OTHER PROBLEMS HAVE TO BE SEEN IN THE CONTEXT OF IMMINENT 
ENLARGEMENT TO 10 MEMBERS AND NOT LONG-DELAYED ENLARGEMENT TO 12. 
THE COMMISSION IS ON THE POINT OF COMPLETING ITS GENERAL SURVEY 

(OR FRESCO) OF THE ISSUES HERE INVOLVED. BUT WHAT IS CLEAR (PERHAPS 
INDEED OBVIOUS) IS THAT ENLARGEMENT WILL BE A WEAKENING FACTOR UN- 
LESS THE COMMUNITY IS IN ADVANCE GIVEN A GREATER INTERNAL COHERENCE, 
BOTH ECONOMICALLY AND INSTITUTIONALLY. THE NEED FOR COMMUNITY RE- 
SOURCES IS BOUND TO BE SUBSTANTIALLY INCREASED BY THE INCLUSION 
OF THREE NEW RELATIVELY POOR MEMBERS, PARTICULARLY AS IT WOULD BE 
QUITE UNACCEPTABLE TO TREAT THE NEW APPLICANTS MORE FAVORABLY THAN 
PARTS OF THE EXISTING COMMUNITY WHERE THE NEED IS EQUALLY GREAT. 
MORE- 
OVER, THE INDUSTRIAL DEVELOPMENT OS THE APPLICANT ECONOMIES 
SHOULD IN THEIR OWN INTERESTS AND OURS BE COORDINATED FROM AN EARLY 
STAGE WITH THAT OF THE EXISTING COMMUNITY. IF WE ARE TO MAKE A SUC- 
CESS OF ENLARGEMENT WE MUST THINK WELL IN ADVANCE AND INDEED FROM 
HERE FORWARD IN TERMS OF 12 AND NOT OF 9. 

UNCLASSIFIED 

UNCLASSIFIED 

PAGE 04 COPENH 02390 02 OF 02 101641Z 

IT IS AGAINST THIS BACKGROUND THAT WE SHALL BE DELIBERATING AT 
COPENHAGEN, THE FIRST IN A SERIES OF CRUCIAL MEETINGS AFFECTING THE 
WORLD ECONOMY. THE COMMISSION HAS ALREADY PUT FORWARD IDEAS AND 
PROPOSALS ON MANY OF THE SUBJECTS TO WHICH I HAVE REFERRED, BUT 
WILL BRING TOGETHER AND COMPLETE ITS WORK IN THE LIGHT OF OUR DIS- 
CUSSION. WE NEED TO PROCEED WITH URGENCY IF WE ARE TO RETAIN ANY 
CONTROL OF EVENTS. END TEXT. DEAN 
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